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various tasks, like so many hours for mount-
ing an engine plus a certain profit on top of
that.

A 1982 study by the Air Force Systems
Command found that while profits were
higher between 1977 and 1981, investment
in the defense industry lagged behind that
attained in commercial business. “The as-
sumption that higher return on sales will
stimulate investment an defense contracts
was not supported by actual experience,”
the study found.

The current study of defense profits
headed by Colonel Finkbiner, which is enti-
tled “Defense Financial and Investment
Review,” is looking into the usefulness of
Pentagon f{inancial incentives and the ade-
quacy of industry profits. Colonel Finkbiner
sent questionaires to 126 companies, but
only 81 of them have replied. and not all the
replies are usable. The survey is voluntary,
and the profitability of specific companies
will not be determinable.

Colonel Finkbiner considers the data base
adequate, but the Comptroller General of
the United States, Charles A. Bowsher,
wrote Defense Secretary Caspar W. Wein-
berger last November that voluntary data
were “questionable’” in analysis.

HOW TO TREAT THE COST OF MONEY 1§
DISPUTED

One disputed incentive under review con-
cerns a cost accounting standard that allows
contractors to include their cost of money in
their reimbursable capital costs. Then the
total is inctluded in the base from which the
praofit is computed.

The Defense Department treats the cost
of money differently from the private
sector, where there is no explicit accounting
for an imputed cost, and from other Gov-
ernment agencies that do not allow for the
cost of money when calculating profit, ac-
cording to official doecuments.

Colonel Finkbiner and officials of the
General Accounting Office disagree about
the usefulness of the provision. Colonel
Finkbiner sald the system worked in 1977,
the first year it was used, while G.A.O. offi-
cials said it should have worked longer.

IN 1983 the director and chief of the sur-
veys and investigations staff of the House
Appropriations Committee studied the
effect of the cost of money on shipbuilding
contracts. The study found & “lack of sup-
port in authoritative accounting literature™
for its use and estimated that it cost the
Government between $1.4 billion and $2.1
billion a year.

LEGISLATION WOULD END RULE

Representative Bozxer, relying on data un-
covered during the staff study, recently in-
troduced legisiation to end the cost-of-
money provision, which she called s *‘speci
loophole for defense contractors.”

Industry officials defend the cost o
money as necessary in light of the Defense
Department'’s failure to allow interest cost.s
to be reimbursed. But the Pentagon does fi-
nance a contractor’s inventory and work in
progress, reducing the need to borrovi
money. :

This financing involves progress pay-;
ments, in which large contractors can quick-!
ly be paid for 90 percent of their incurred;
costs and, for shipbuilders, up to 105 per-'.{
cent. The Reagan Administration has liber--
alized the payments several times, though
Defense Secretary Weinberger recently or-.
dered a review of progress payments for
overhead. and the President’s Private Sector :
Survey on Cost Control, also known as the;
Grace Commission, estimated that the Pen-/
tagon could save $10 billlon & year by cut- |
ting progress payments. i

According to Mr. Fitzgersld, the Pemagon !
often makes progress payments without ev1-Il
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dence of actual progress. If contractors re-
ceive the payments before they actially pay
the expenses, the result is a float of cost-
free money to invest. Mr. Fitzgeralc nas rec-
ommended that the Air Force officially
adopt guidelines tying payments to actual
Progress.

Mr. Harr of the aerospace association said
reducing progress payments would be a
“burden.”

LAPOR THE MAIN COST ITEM

The most important cost factor in military
contracts is labor, not only because labor
costs are large but also because they are
used to calculate other items such as over-
head. Labor costs also include the 7 percent
payroll tax paid by employers for Social Se-
curity. Both the labor costs and the payrall
tax are included in calculating profit.

Studies by the G.A.O. and the Air Force
have found that salaries of executives in
aerospace exceed those of executives else-
where by mare than 40 percent. Mr. Fitzger-
ald and others recommenad that the Penta-
gon allow no more than prevailing or com-
parable wage rates for a pa.rtlcular area.

According to Mr. Harr, it is unfair to com-
pare aerospace salaries with those in other
industries.

“Compare us to others in the industry.”
he said. In his view, aerospece requires un-
usually capable people. “You are talking
about the cutting edge of technology. what
will beat the Russians,” he said. "Do you
want run of the mill?”

For Mr. Harr, the setting of salaries is
“one of the most important management
prerogatives” and disallowing any of those
costs would be meddling.

TEN OF THE LARGEST DEFENSE CONTRACTORS
[Ranked according 1o e size of e 1984 contracts)

Contract ;";'r'e

Www peofit rate

o 1979-83;
(i) M m
General Dynames, $0.027 187
Rockwet 5628 187
McDonnet! Dowgtas 5.283 134
Litton. 3.28% 255
[ T — 2542 U3
2276 871
Boeng 1,508 2
Grur 9 120
Raytheon 385 232
FMC 822 1

Average profit rawe for these 10 companes. 256 percent
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THE NICARAGUAN RESISTANCE:
1S IT BEING SOLD DOWN THE
RIVER?

Mr. HELMS. Mr. President, the
American people are beginning to real-
ize that the President of the United
States is right when he identifies the
Communist regime in Nicaragua as &
security threat to the Western Hemi-
sphere. They realize that the Presi-
dent is right when he characterizes
the regime in Managua as an oppres-
sive Marxist-Leninist instrument that
is dependent upon Cuba and the
Soviet Union to maintain totalitarian
control over the Nicaraguan people.

Unfortunately, Mr. President, there
are some Members of both bodies of
the U.S. Congress who do not recog-
nize the totalitarian nature of the Nic-
araguan regime. They profess to see

the Nicaraguan regime as & group of
reformers intent upon establishing
social justice in a land once ruled by a
dictatorship. They dismiss the Soviet
and Cuban connections of the Nicara-
guan regime as accidental associations
contracted in & struggle for survival
against the hostility of the U.S. Gov-
ernment. They attack the support
that the United States has given to
the Nicaraguan freedom fighters as 1l
legal interference with the internal af-
fairs of a sovereign nation.

Moreover, the U.S. State Depart-
ment, and its operating arm, the TIA,
”Wm of
tl#,wﬁméi—ﬂ”
oppose € esident’'s policy. They
are seeking an a afion with
the

arxist-Leninist re; i -

z\:;ax_n’e&@mumm
S nistas _ alignment with Pidel
Castro and the Soviet Union. So, in
efTect, they &Y€ using Ronald Reagan's
rhetoric to accomplish the aims of
those who oppose the President.

The President has made clean his
wish to support a heroic fight for free-
dom by the people of Nicaragua
against their oppressors; but I greatly
fear that the U.S. State Department
and thé CIA may be planning for a
Bay ol PIgs A (NEy WOTEINg L0 €Xx-
clode those elements of the Nicara-
guan resistance who refuse to accept a
negotiated surrender to the Commu-
nists? Whether this is deliberate and
intentional, I will Jeave to others to
assess, But I am stating the obvious
effect of what is happening. President
Reagan and the people of Nicaragua
must not be betrayed.

Mr. President, I strongly support
President Reagan in his campaign to
aid the Nicaraguans in throwing off
the tyranny that has enveloped their
land. 1 reject any suggestion that the
Government of Nicaragua possesses
any legitimate claim to rule the Nica-
raguan people. The Sandinista regime
established itself by force, suppressed
the right of dissent and political
action, and held elections only after it
so controlled the fabric of Nicaraguan
society and consolidated its power that
no one could possibly describe the
electoral process as free. That fact has
been confirmed by the Inter-American
Human Rights Commission of the
OAS.

Moreover, Marxism in itself is a
denia! of human rights in its basic
principles. Not only does it deny indi-
vidual rights that our traditions hold
to be essential to freedom—the right
to own property, the right to worship
freely, the right to raise one's family
according to one’s moral values, and
the right to free political action as a
guarantee of the basic rights—but the
control necessary to impose Marxist
concepts on an unwilling people neces-
sarily involves the suppression of
human dignity and the use of force
against the proponents of freedom.

Finally, Marxism, when combined
with Leninism, is an attack not only
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